Introduction
Australia and the countries of Latin America are situated in the most economically dynamic part of the globe that has been exposed to the effects of significant economic growth in East Asia.
1 Nevertheless, trade and investment flows across the South Pacific have long held a promise that has not yet been fully realised. Both remained relatively marginal until quite recently. Chief among the casual answers for this fact is the notion that the respective economies lack complementarity, as Australia and its Latin American counterparts have traditionally been competitive exporters of primary products, primarily agricultural goods, but also minerals.
The purpose of this chapter is to take stock of the development of business relations between Australia and Latin America during the past two decades. It will argue that both parts of the world lack complementarity is no longer accurate; trade and investment flows between both continents have grown considerably in recent years, despite various factors that continue to dampen business relations across the Pacific. For example, the total value of goods trade between Australia and Latin America in 2012 was A$8.5 billion, six times more than the A$1.3 billion in 1990.
Sections two and three will establish the orders of magnitude of change in trade and business relations. They will demonstrate that intercontinental trade flows have diversified away from basic commodities to include a wider range of manufactured products and services. This significant growth and diversification, in combination with the relatively low level of existing trade and investment flows, substantiates the conclusion of this chapter that substantial potential for further growth of trans-Pacific business relations still remains. Section four will examine remaining differences in the business environments of Australia and the countries of Latin America that may help to explain why Australia's trade and business relationships across the Pacific have not developed as fast as those with some of Australia's other trading partners. Notes: na = not available. 2010-12 services trade average refers to 2010-11. 2000-12 services exports reestimated, using travel exports to Latin America from ABS 5368.055.004 Table 9 , not Table 5 .
Sources: Calculated from ABS 5368.0 and ABS 5368.055.004. Puerto Rico also has a significant role in Australia's imports from Latin America, largely due to the imports of products from that country's prominent pharmaceutical industry. Of the other countries, Peru and Colombia can be mentioned. Table 5 .3 disaggregates Australia's goods trade with the four key Latin American countries. Australia's trade statistics contain a significant share of unidentified 'confidential items', which is around 20 per cent of exports to Argentina and Brazil. 3 The shares in Australia's exports were therefore estimated on the basis of the trade statistics of the partner countries. Table 5 .3 reveals that primary commodities (categories 0-3) dominated Australia's exports to Latin America, followed by a diverse range of machinery and mechanical appliances (included in SITC category 7). Coal (included in category 3) features prominently in Australia's exports, even though all four Latin American countries are coalproducing countries themselves.
Australia's imports from Latin America were dominated by machinery and mechanical appliances (category 7). This is particularly the case with Mexico.
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A closer look reveals that this category largely comprises internal combustion engines, car parts and cars, as well as personal computers, computer peripherals and communication equipment. The share of Brazil's exports of manufactured products to Australia is also high, particularly transport equipment (category 7), due to the delivery of 20 Embraer aeroplanes to Virgin Blue in 2008. Australia also imports basic manufactured products from Latin America, particularly refined copper and copper products in the case of Chile (categories 2 and 6), as well as assorted food products (category 0), particularly animal feed from Argentina. 3 It is unclear what 'confidential items' Australia exports to Latin America. They could be exports of nickel and nickel products, which the ABS does not report in Australia's foreign trade statistics: see DFAT, Exports of Primary and Manufactured Products, Australia 2008-09, 2010, pp. 10-14 . The average share of manufactured products in Australia's exports increased somewhat from 26 to 32 per cent, but this was largely due to the decrease in the share of manufactured exports to Argentina. Excluding Argentina, the average share increased to 36 per cent. Table 5 .4 therefore reveals that manufactured products now play a greater role in Australia's trade with Latin America than 20 years ago. Australia's goods trade with Latin America has clearly diversified away from primary commodities. Australia's services exports to Latin America consist largely of travel-related services, particularly personal travel (tourism) and education-related services, which occupy 76 per cent, as Table 5 .5 shows. Vice versa, Australia's imports of services from Latin America are clearly dominated by unspecified business services, followed by tourism and transport. Unfortunately, the source is too incomplete to allow a very specific disaggregation of services trade according to countries of direction and origin-except that over two-thirds of the large share of unspecified imported business services are imported from Central America and the Caribbean. It is likely that this is related to the significant portfolio and direct investment transactions between Australia and countries such as the British Virgin Islands, the Cayman Islands and Bermuda (see below). A special group of short-term visitors are international students. On average there were 23,000 students in Australia during 2012 who held Latin American or Caribbean citizenship, a number that had almost quadrupled from around 6000 in 2002. 6 In 2012, 15 per cent of these students were enrolled in higher education, 29 per cent in vocational education, 52 per cent attended English language courses, and three per cent schools and other educational institutions. The growth of the total number of Latin American students was mainly fuelled by enrolments in vocational and English language programs. In 2012, 46 per cent of these students were from Brazil, 31 per cent from Colombia, seven per cent from Chile, six per cent from Peru, and five per cent from Mexico. The share of Latin American students in the total population of international students in Australia increased from three per cent in 2002 to six per cent in 2012.
To summarise, this section has shown that Australia's business relations with Latin America are very much focused on Argentina, Brazil, Chile and Mexico. While in the past these relations may have been dominated by primary commodities, the share of manufactured products and services has increased in Australia's trade relations with key Latin American countries. This indicates that business relations have diversified and it is likely that this diversification has driven a rate of growth of trade relations. In the case of merchandise trade, this growth is higher than Australia's trade with the rest of the world. It truly appears that business relations between Australia and Latin America are on the move, albeit gradually. The next section will establish the degree to which the change in trade relations is also reflected in investment relations. Table 5 .7 shows the stock of Australian investment in Latin America and of investments from Latin America in Australia. The Australian Bureau of Statistics (ABS) does not publish details of investments for most Latin American countries for reasons of confidentiality, while the published data for other countries are incomplete. Hence, some of the data in the table are only estimates based on information for previous years and on the distribution of investment. Nevertheless, it is clear from Table 5.7 that the accumulated investment flows to and from Latin America are relatively marginal from an Australian perspective, as less than three per cent of Australian outward investment found its way to Latin America. Likewise, Latin America was the source of just two per cent of foreign investment in Australia; more so for portfolio investment than for direct participation in foreign ventures, or Foreign Direct Investment (FDI). 10 Many of these companies are likely to have been subsidiaries of Australia's mining and mining supplies and service companies. Given significant FDI inflows in Latin America's booming mining sector, it is likely that the number of Australian firms in Latin America has increased significantly in recent years.
Recent trends: Investment relations
Excluding the investments by Australian firms in small Central American countries, 11 as well as by companies from those countries in Australia, Table 5 .8 suggests that mining, mining services and utilities companies dominate the interests of Australian companies in Latin America. BHP Billiton has a 100 per cent interest in the Cerro Colorado copper mine in Chile, joint venture interests in refining plants and coal and nickel mining in Brazil and Colombia, as well as in the Antemina copper and zinc mine in Peru. Several Australian mining supplies and service companies have followed in the wake of the mining companies. For example, Austin Engineering purchased Conymet in Chile in 2009 to produce dump-truck bodies for mining ventures throughout South America. Several non-mining firms have also found their way to Latin America. For example, Australia's Pacific Hydro used its expertise in hydro and wind electricity to take advantage of privatisation in Chile's energy sector to enter the market for hydro-electricity in 2004, and invest in wind electricity projects in Brazil. Packaging producer TNA established subsidiaries in Chile and Mexico. A number of Australian companies (such as the mining services and chemicals divisions of Orica), have also been attracted by the openness of the Chilean economy to choose it as their base in Latin America. It is difficult to provide a comprehensive overview of business interactions between Australia and Latin America: several of the interests of Australian mining companies are not included in Table 5 .8, which can only offer an incomplete impression of bilateral investment for the following four reasons. Table 5 .8. Similarly, the purchase of Rinker was financed through the foreign operations of Cemex rather than by its headquarters in Mexico, but this deal is included in These four factors help in understanding that the investment stock data in Table  5 .7, as well as the acquisitions data in This suggests that there are still ample opportunities for further expansion of trade and business relations. Before analysing how this expansion may be fostered, it would be relevant first to probe the factors that help to explain why Australian companies currently take only a relatively marginal interest in business relations with Latin America.
Business environments: How important are the remaining differences?
Distance across the Pacific Ocean is sometimes identified as a major impediment to Australia's business relations with Latin America. For example, a 2001 DFAT report noted that the long distance between Australia and Latin America increases the share of transport costs, especially for Australia's low-value bulk export commodities. 17 Analyses of international business relations tend to use notions of 'economic', 'institutional' and 'psychic' distance, rather than simply geographic distance, to explain the degree of trade and business contacts between two countries.
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Economic distance relates to differences in the economic situation between Australia and the countries of Latin America. This notion can be captured with some basic numbers, such as those in Table 5 .9. It shows that Australia is small relative to the main countries of Latin America in terms of its population. However, GDP per capita indicates that Australia's standard of living is high relative to Latin America. Despite its significantly smaller population, Australia's GDP is therefore large relative to the larger Latin American economies. The degree to which the Australian economy depends on foreign trade is broadly comparable to Latin America as a whole, which of course implies that trade per capita is significantly higher than in Latin America, as Table 5 .9 confirms.
The difference between the levels of GDP per capita is in itself an indication of a significant economic distance between Australia and Latin American countries. These levels could be broad indicators of the low maturity of markets for advanced goods and services. However, the size of the population in several Latin American countries, particularly Brazil, Mexico and Argentina, combined with significant and persistently high income inequalities, 19 suggests that there could be sizeable mature markets in Latin America. If, for example, only ten per cent of the population in Latin American countries maintains an average level of income comparable to Australia, it would still comprise a potential market of over 50 million people. This market may be imperfectly integrated, but its size would be well in excess of Australia's. Market size matters to business relations, but so does a range of other aspects of the business environment, such as economic stability. During the past 20 years, major countries in Latin America have experienced significant macro-economic crises, particularly Mexico in 1982 , 1990 and 1994 -95, Brazil in 1994 -95 and Argentina in 2002 . Such instability found its expression in drastic exchange rate fluctuations that enhanced the risk of doing business with these countries. Memories of the specifics of such episodes of economic crisis may now be fading, but they are likely to feed lingering general impressions of economic instability.
Fluctuating exchange rates, lack of full convertibility in some cases, and economic instability are factors that determine impressions of economic distance. A range of other factors impact on business relations also. For trade relations, exchange rate stability may be less relevant because international transactions are generally denominated in relatively stable international currencies, and firms can hedge adverse exchange rate movements. More important in this case is the likelihood that foreign business partners will pay for deliveries, or will deliver goods upon receipt of payment. Normally, the letter of credit and bill of exchange mechanism is sufficient for this purpose. But for transactions involving partners located in countries with higher risk ratings, companies tend to secure the services of government-sponsored agencies that offer export credit insurance and finance for export activities in case private financial companies do not. In Australia, EFIC offers this service. As with similar agencies in other countries it uses the country risk classifications of the Organisation for Economic Cooperation and Development (OECD) as one of the foundations for its activities. These classifications are summarised in Table 5 .10.
The OECD consistently ranks Australia, together with most other OECD countries, among the countries where the risk of non-repayment of export credits is very low. This implies that companies can be assured that payments for exports will eventuate and that goods will be delivered for import upon payment. It also implies that there are reasonably effective legal mechanisms available to seek redemption in case payments or deliveries do not eventuate. Table 5 .10 indicates that most Latin American countries are in the medium to high risk category. Some countries are perceived as less risky than others, particularly Chile, Trinidad and Tobago, and Mexico, but others such as Argentina and Ecuador are considered to be high-risk. Table 5 .10 also shows that some countries have reduced their risk ranking during the past decade; particularly Mexico and Brazil for reasons that will be discussed in Chapter 6. In broad terms, we can expect that there is a positive correlation between the reluctance among Australian companies to export to or import from these countries and their risk rating. Australian firms can of course seek to minimise transaction risks, for example by dealing exclusively with trusted business partners, or purchasing export credit insurance from financial institutions or possibly EFIC, but such actions increase their transaction costs. Note: The scales are from 0 (respectively low opacity, low economic freedom or high risk) to 100 (respectively high opacity, high economic freedom or low risk).
Sources : Miller, Holmes and Feuler 2013; Euromoney (January 2013) http://www.euromoney.com.
The choice and weighting of the different indicators on which these indices have been based contain an element of arbitrariness. It is possible that the indicators are not able to capture all elements of country risk that are relevant to business decisions. And, for that matter, it is possible that the indicators also fail to take account of any actions that foreign firms may implement to assess and absorb the risk they face in countries that are ranked low in Table 5 .11. Nevertheless, in broad terms, there is a positive correlation between these rankings and the last column in Table 5 .10. Table 5 .11 therefore confirms that there are very significant differences between the business environments of Australia and most countries of Latin America, as well as between Latin American countries themselves. It also confirms that those differences inform perceptions of risk that companies take into account when considering whether or not to take advantage of foreign business opportunities through trade and investment. For example, research for Latin American countries found that greater economic freedom, as well as minimisation of expropriation risk, financial and trade reforms, good governance and institutional improvements are all positively correlated with greater inflows of FDI.
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Most pertinent to companies engaged in international business are issues that the World Bank captures in its annual survey of the business environment in countries around the world. 22 The results for 2012 are summarised in Table  5 .12. They show that Australia is not necessarily the easiest country in which to conduct business, depending on the indicator used. However, compared with most countries in Latin America, Australia ranks on average highly, as do most other OECD countries. Hence, it is not just on the basis of the opinions of company executives and/or macro-economic and financial indicators that Latin American countries can be regarded as difficult and risky countries for the purposes of international business. A range of micro-economic regulatory issues relevant to business operations points in the same direction, although it needs to be emphasised that there are significant differences between countries in the region.
As mentioned, private companies can find ways to overcome such difficulties in foreign business environments. For example, with specific reference to Australian firms in Latin America, Van Ruth found that person-to-person contact and the creation of networks based on such personal contacts can help to overcome the difficulties that underlie the 'psychic distance' between Australia and Latin America.
23 She determined that networks mitigated risk and thus expedited the internationalisation of Australian firms in Latin America by providing access to relevant business information that would otherwise be difficult to obtain, e.g., in finding employees, agents or local partners, providing access to customers and suppliers, as well as reassurance and credibility, and an opportunity to share and learn from experiences. It could be argued that networks are particularly relevant to the business environment in Latin American countries, given the opacity and the uncertainties caused by the presence in most of weak formal institutions, but also because of a culturally ingrained penchant for personal relationships that is arguably much stronger than in the United States or Australia.
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While networks may be a solution to overcoming the difficulties posed by unfavourable business environments, a likely problem is that few Australian companies are prepared or able to invest time and effort in the long-term strategy of building them by accumulating and maintaining intercontinental personal and business relations. Creating functional networks that foster business relations on the basis of interpersonal trust tends to be a long cumulative process. Spanish may still be a difficult language for many Australian business people. Although English is likely to be a second language for most business people in Latin America, speaking the same language does not necessarily mean that people entirely understand each other's intentions, as arguably over 90 per cent of interpersonal communication tends to be of a non-verbal nature. 25 If so, cultural differences may have an impact on the perceived 'distance' between the business environments of Australia and Latin American countries, and may thus be a barrier to business contacts.
24 Joyce S. Osland, et al., 'Organizational Implications of Latin American Culture', E&G Economiae Gestào, 2008, 7(14), pp. 109-20, 111. 25 Merabian, Albert, Silent Messages: Implicit Communication of Emotions and Attitudes, 1981. 26 For example, the table shows an Australian score of 90 on the individualism index, while the average score for 14 Latin American countries is 22. This indicates that Latin American individuals are inclined to establish strong, cohesive in-groups on the basis of personal relationships, while in Australia ties between individuals tend to be very loose. Another example is that Australia scores low on uncertainty avoidance, while most Latin American countries have a high score. This indicates that Australians are more tolerant of the uncertainty and ambiguity of new situations and experiences, while in Latin American countries people prefer to avoid uncertainty. Hence, the results in Table 5 .13 reveal significant differences in the norms and values that Australians and people in Latin America tend to evince. They could be a source of miscommunication at an interpersonal level between individuals. Nevertheless, only 15 per cent of all Australian companies identified cultural differences as a major barrier to international expansion, the lowest of all perceived barriers. 27 And the difference between companies with and without international experience was marginal in this respect.
28 A further 57 per cent regarded cultural differences to be a minor barrier.
Awareness of the relevance of cultural differences tends to be a personal experience that only comes with sustained immersion in a different culture. While large companies may be able to reserve resources to help their key managers to develop ways to overcome cultural differences, small and mediumsized enterprises (SMEs) do not, notwithstanding the increasing ease of communications by internet across the globe. In Australia, SMEs particularly face a steep learning curve when they seek to engage in international business. Consequently, only 10 per cent of Australian SMEs engages in exporting, 29 lower than in other country. 30 26 Robert J. House, et al., (eds) , Culture, Leadership, and Organizations: The GLOBE Study of 62 Societies, Thousand Oaks: Sage, 2004 . 27 EFIC, Global Readiness Index, op. cit., note 16, 2008 , pp. 42, 52. 28 EFIC, Global Readiness Index, op. cit., note 16, 2009 Source: Hofstede (1997: pp. 26, 53, 84, 113) .
Lastly, the perception of significant physical distance across the Pacific Ocean is enhanced by the fact that communications are cumbersome. Telephone and internet connections may now be well-developed, but there are still limited direct shipping connections between Australian and Latin American ports. For example one per cent of the value of outward freight loaded in Australian ports is destined for South America, and 1.4 per cent of freight unloaded in Australian ports originated from South America, 31 which is lower than the share of Latin America as a whole in the value of trade ( Australian government agencies can assist firms in overcoming the real or imagined risks that firms perceive when considering business relations with Latin America. Three-quarters (76 per cent) of Australian firms identified their lack of local business and market knowledge in foreign countries as an impediment to engagement in international business. 33 About a third (32 per cent) had used the services of Austrade to overcome this impediment, and 15 per cent had consulted EFIC. 34 Austrade maintains six offices, i.e., 'posts' and 'sub-posts', in Latin America-Argentina, Brazil, Chile, Colombia, Mexico and Peru-where around 25 business development managers are active. 35 In addition, Austrade employs around five officers based in Australia who focus on Latin America.
EFIC's expertise with Latin America appears limited. For example, it does not issue any profiles on the countries of that global region, but refers potential 32 Potter, Ben, 'Bulls on Brazil', Australian Financial Review Magazine, 31 July 2009 . 33 EFIC, Global Readiness Index, op. cit., note 16, 2008 , p. 53. 34 EFIC, Global Readiness Index, op. cit., note 16, 2009 , p. 66. 35 Austrade, Australian Trade Commission, Annual Report 2011 mid-2008 and 2009 . Although still marginal, it suggests that firms have increased their appeal to EFIC for support of their undertakings in Latin America, which is possibly related to the increased activity of Australian mining companies in Latin America. But it should be noted that most firms don't engage EFIC's services at all, which means that they may have only a small number of transactions with Latin America.
The key Latin American countries all have government agencies that are equivalent to Austrade. 36 Their websites suggest that they focus on promoting their countries as destinations for inward foreign investment. Where these agencies generate information for the purpose of supporting exports from their countries, they do not specifically dispense information on Australia. This suggests that there is little Australia-specific expertise at these agencies that may foster bilateral business relations.
This section has demonstrated that there are still significant differences between the business environments of Australia and the countries of Latin America; though the latter are far from homogenous. These differences have not deterred several Australian companies from establishing business relations with partners in Latin America. It also did not deter Australian firms from investing in Latin America. In particular, Australia-based multinational mining companies have done so, possibly in response to the tripling of the prices of metals and energy on global markets during 2004-2011. 37 The gains became so high in this sector that these firms were able to muster the relevant resources to overcome difficulties of conducting business in Latin America, and absorb the cost of minimising risk. Outside the mining sector there are far fewer examples of Australian firms that have invested in Latin America. There are also few examples of Latin American companies that invested in Australia. Hence, while non-mining companies can in principle also take initiatives to mitigate risk in international business, the differences in the business environments of Australia and Latin America most likely still deter business relations. 
Conclusion
The scope for closer trade and business relations between Australia and Latin America-particularly over the past 20 years-appears to have slowly materialised. The rates of growth have been slow and the results meagre, with Australian merchandise imports from and exports to Latin America still only accounting for 2.2 per cent and 1.4 per cent respectively of Australia's total merchandise trade. Nevertheless, trade and business relations between Australia and Latin America are on the move. An especially interesting factor is the growth in operations of the large multinational mining companies such as BHP, Rio Tinto, Vale and Xtrata on both sides of the Pacific. A number of other Australian mining companies and mining technology and services companies are also showing increasing interest in Latin America.
Australia's business relations with Latin America are still very much focused on Argentina, Brazil, Chile and Mexico, which indicates that there are still underexplored opportunities in other countries in the region, particularly Peru, Colombia, Guatemala and Ecuador. The share of manufactured products and services has increased in Australia's trade relations with key Latin American countries, but primary commodities and simple manufactured products still dominate. As diversification has driven a rate of growth of trade relations, there appears to be scope for additional growth in further diversification.
Nevertheless, this chapter has revealed that the business environments of Australia and Latin America are dissimilar in many ways, some to a greater degree than others. Several Australian companies have defied these differences by establishing business relations with partners in Latin America, or by investing there. However, most Australian companies have no intentions to do so, and are focused on traditional markets and host countries in Europe, North America and East Asia. In response to high international prices of minerals during the last ten years, Australia-based multinational mining companies have taken a keen interest in the business opportunities in Latin America and have found ways to overcome real or perceived difficulties of doing business in Latin America, and absorb the cost of minimising risk to assets. Outside the mining sector, there are fewer examples of Australian firms that have invested in Latin America, and even fewer examples of Latin American companies that invested in Australia. This suggests that firms on both sides of the Pacific are still reluctant to take up business opportunities, and that further growth of business relations will be a slow but possibly consistent process.
